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SURJECT: Trieste Developuents Afford USSR Exploitable Issue

Tugosiavia's recent move toward sonsolidating the ecanopy of its
zone of Trieste with that of Yugeslavia pvoper, as well as the raswlbing
sharp Jtalien reacticn, has placed a sizeble cbztacle in the path of
Toalo-Yugosiav vapprochensnet on Trieste end has thus fasilitaied
possivle exploitation of the Trieste lauve by the Krewlin in order to
embarrass Titote relations with the dest. Spesifically. the Yugoslav
action conzists of the.announcement sarly in July of the substitution
oi the Yugosiav dinar in place of zn oceupation currency as the Yugoslaw
vonet's monetary unit, which is to ta implemented by a 500 million

dinar {10 million dellar) loan to tao Zone,

&

Titots precipitous actlion was taken dsspits bthe resultant
opportunities for Bremlin explnoitation. Among his mptives for this are:
(1) A fesr prompted by the Soviet abandonment of fugosiav claims
agsinst Austria that the Kreplin was sirdiarly planning to rarounse its
sappert of an intsrpational Trisgte in favor of the standing Weshern
proposal of March 1948 to return the whols Froo Territery vo Italy, and
{(2) a consecuent desirs to strengthen the Yugoslav bargaining position by

thus indicating an intention to retain control of Zons B, TYugosliav
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fote: This memorandum hes not been coordinatsd with the intelligence crgani-
zations of the Departments of Stabte, Army, Navy, and the Air Force.
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anxiety over a possible Soviet move on Trieste arises more from an
egtimate of the embarrassment to Yugoslav-Western relations, and the
loss of prestige atbendant upon such & mansuver, than from the prospect
of losing Trieste. Yugoslav leaders have probably loug since abandoned
any real aspirations to the city ¢f Trisste itself, which they must
realize to be an sconomic liability although they probably wart to re-
tain the Istrian peninsula. Yugoslav utterances to the contrery may bs
larpely motivated by propagande conslderations.

By his unilateral action, Tito has retarded the recunt lmprovement
of Yugoslav~-Italian relations, has fo?mally conplicated Yugeslavia's
relations with the West, and has created a situation whers further face-
saving moves by Italy and fugoslavia ars necessary. I Italy continues
to hew rigidly to its present line demanding the return of the whole of
Trisste to Italy, ealls upon the Viestern Powers to implemsnt their
MHarch 1948 proposal, agd pursues its intention of appealing the question'
to the OUN, both Italian and Tugoslav publie opinion will become sc
aroused as to prevent the concessions prerequisite to any bilateral
agrecment .

In the absence of any announced irntention by Iitaly and Yugoglavia
to arbitrate the Trieste issue, the Kreslin's capability %o complicate
Tugeslav -~Italisn~Western relations is enhanced. Should the Soviet Undon
eontinue on its present course in suppert of an international Free

Territory under UN auspices, it can publicly deplore sabotage of the
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Ttalian Peace Treaty by the de faclo abserption of Zone B by Yugoslavia
and of the Allied Zone by Itely. Juch & course would be consistent
with the Soviet postwar practice of formal adhersnee to éngagements
entered into by the Big Four, despite the Kremlin's rapeated wiclations
of the spirit of many such agreements., “he Kremlin, morecver, would
thus avoid offering Tito the opporiunity to exploit further Yugoslav
naticnalism by pointing to another Sovie% sell-uub,

On the other hand, the Soviet Unicon can gain significant advantages
by arnouncing its support of the standing Western proposal to return
the whole Territory to Italy. Such a mrove would complicabe Yumoslav
relations with Italy and the West during a difficult transition perdioed,
It wmould be caleculated to impress upon ths Tugoslav people their isolation
from both Eagt and West. MNoreover, the Soviet Unicn could thus point to
an ostensibly conciliatory gésture toward the West. The isportance of
the abtove considerations in the Eromlin's accelerated campaign against
the Tugeslar ragime, therefore, suggests that the USSHE mey time an
announcement supporting the Western proposal on Trieste to deliver a

nost effective blow against Tito,
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